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The Legislative Audit Committee 
of the Montana State Legislature: 


Transmitted herewith is the report on the audit of the Board of 
Investments for the year ended June 30, 1977. 

The audit was conducted by Arthur Andersen and Company under a 
contract between the firm and our office. The comments and recommendations 
contained in this report represent the views of the firm and not necessarily 
the Legislative Auditor. 

The agency's written response to the report recommendations is 
included in the back of the audit report. 

Respectfully submitted, 


Vi ove FC. VOrnet OF 


Moretsoi. Brusettsy C.P. A. 
Legislative Auditor 
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STATE OF MONTANA BOARD OF INVESTMENTS 
AUDIT OVERVIEW 


SEPTEMBER 28, 1977 


Our examination of the financial statements of the 
investments managed by the State of Montana Board of Investments 
(the Board) was conducted primarily to enable us to render 
an opinion as to the fairness of their presentation. However, 
in conjunetion with this, we were asked that our procedures 


include the following: 


1. Testing for compliance with all state laws 
applicable to the Board; 


25) Counting alin secur taes ; 


3. Confirming the outstanding balances for all 
mortgages and SBA loans; 


4. Examining and testing mortgages and related 
documents at specific bank locations; 


5. Testing of the accuracy of the individual 
Securistues listed in the! port: oltoss 


6. Testing of Short-Term Investment Pool trans- 
actions; and 


7.  j§Examining Board minutes. 


Our auditors' reports on the financial statements 
of the Board have been included in the annual report of the 


Board. Our auditors' reports cover the basic financial 
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statements and portfolio of investments. The other supporting 
schedules are presented as supplementary information and are 
not required for a fair presentation of investments managed, 
investment income and distributions or changes in investments 
managed; accordingly, these supplementary schedules are not 


eovered by our auditors! report. 


The financial statements for June 30, 1976, and 
the year then ended were reported upon by auditors other 
than Arthur Andersen & Co. Their reports on the financial 
statements, as applicable, were qualified for the following 


reasons: 


Short-Term Investment Pool 


The prior year (1975) Short-Term Investment Pool 
financial statements were adjusted for certain clerical 
errors discovered in the current (1976) year. heies 
restatement of prior year financial statements was 
determined to be, by the other auditors, not in accordance 
with generally accepted accounting principles. Similar 
adjustments existed in 1977; however, due to their 
immateriality, the Board did not adjust the 1976 financial 
statements. We concur with this treatment. 


All Funds, Excluding the Short-Term Investment Pool 


The investments in securities in the All Funds, 
Excluding the Short-Term Investment Pool were stated at 
adjusted cost rather than market and unrealized gains 
and losses were not recognized in accordance with 
generally accepted accounting principles. 


In our opinion, for an agency such as the Board, 
generally accepted accounting principles do not specify 
acceptance of one method over another for reporting 
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financial statements of long-term investments managed. 
Accordingly, in our opinion, the 1977 financial statements 
of the investments managed by the Board for All Funds, 
Excluding the Short-Term Investment Pool reported at 
adjusted cost is in accordance with generally accepted 
accounting principles. 

During our examination of the Board's financial 
statements, several items came to our attention which we 
feel should be considered by the Board and which have been 
transmitted to the Board under the title "Memorandum of 
Suggested Improvements in Accounting Procedures and System 
of Internal Control". These items were considered by us 
during our examination; however, they do not modify the 
opinions expressed in our auditors' reports. The Board's 


actions relating to these suggestions should result in 


improved procedures and controls in future periods. 


During 1977, the Department of State Lands assumed 
accounting responsibility for the Trust and Legacy portfolio 
cost adjustment. Accordingly, this item is no longer reflected 
in the All Funds, Excluding the Short-Term Investment Pool 


financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


APPOINTIVE AND ADMINISTRATIVE OFFICIALS 


UNE SOG OTA. 


BOARD OF INVESTMENTS 


Dean H. Albert, Chairman Term Expires January 5, 1981 

John MacMillan Term Expires January 5, 1981 

Patricia P. Douglas Term Expires January 5, 1981 

John A. Hauf Term Expares! January i, 1979 

Jay LaLonde Term Expires January 1, 1979 
ADMINISTRATIVE OFFICIALS 

Jack C. Crosser Director, Department of Administration 


James R. Howeth Investment Offi 


David J. Brown 


cer 


Assistant Investment Officer 


. a | nae ee 


EVOL oe Gust 
| 
STRSUTREVAL 36 4 
fBGr 0 tcevadl”’ eexiqgnt atet _ dterted? ,Predlé . 8 nped 
ROL fe engyas) aevigzd wrer aciltMes adeb 
ef © qzevael oviqk® acet ealgeod 7 etsitrat 
i 40-ytapoel a97)4x5 w190f Wwaeh LA adey 
VOL ,£ esacnal satiate mist shaotel (eb 
SLAISTVIG SVPTA 
maoliatsaltaiaba 16 free/taged ,tossesiT wa200%0 .0 Se ¥ 
so2i730 soentaavnt itewal A asaay 
: toolt10 4cenleeval seaialecs aeotd .. biped, 


a 


STATE OF MONTANA BOARD OF INVESTMENTS 


FINANCIAL STATEMENTS 


HUNE 30), 1077 eand’ 1976 
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ARTHUR ANDERSEN & Co. 


BotseE, IDAHO 


To the Legislative Audit Committee 
of the Montana State Legislature: 


We have examined the statement of investments 
managed of the State of Montana Board of Investments, All 
Funds, Excluding the Short-Term Investment Pool, as of 
June 30, 1977, and the related statements of investment 
income and changes in investments managed for the year then 
ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 
The financial statements of the State of Montana Board of 
Investments, All Funds, Excluding the Short-Term Investment 
Pool, for the year ended June 30, 1976, which are presented 
for comparative purposes, were not examined by us; they were 
examined and reported on by other publie accountants. Their 
opinion on such statements included in their report dated 
November 30, 1976, was qualified because "the investment in 
securities is stated at book value ($463,120,236) instead of 
market value ($442,301,993) and unrealized gains and losses 
are not recognized, which is not in accordance with generally 
accepted accounting principles." 


In our opinion, the accompanying financial statements 
present fairly the investments managed of the State of 
Montana Board of Investments, All Funds, Excluding the 
Short-Term Investment Pool, as of June 30, 1977, and its 
investment income and the changes in its investments managed 
for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with 
that of the preceding year. 


Our examination has been made primarily for the 
purpose of forming the opinion stated in the preceding 
paragraph. The portfolio information contained in Appendix A 
of this report, although not considered necessary for a fair 
presentation of investments managed, investment income and 
changes in investments managed, is presented as supplementary 
information and has been subjected to the audit procedures 
applied in the examination of the basic financial statements. 
in our opinion, he portfolio information is fairly stated 
in all material respects in relation to the basic financial 
statements, taken as a whole. 


ARTHUR ANDERSEN & CO. 


Boise, Idaho, 
September 28, 1977. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


STATEMENTS OF INVESTMENTS MANAGED 
JUNE 30, 1977 AND 1976 


Investments managed at book value (market value of $540.770,863 in 1977 | 
and $442,301,993 in 1976) (Note 2) $542, 
Dividends and interest receivable 8, 
Net unamortized deferred losses on bond swaps (Note 2) 6, 
Interest purchased receivable Bees 
Net investments managed sfey lee 


STATE OF MONTANA BOARD OF INVESTMENTS 
ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


STATEMENTS OF INVESTMENT INCOME 
FOR THE YEARS ENDED JUNE 30, 1977 AND 1976 


Interest income DD 5 


Dividend income 
Gain on sale of investments 
Rental income 


Bio; 
Administrative expenses 
Net amortization of deferred losses on bond swaps (Note 2) es, 
Trust and Legacy Fund portfolio cost adjustment (Note 4) 
CL, 
Net investment income $35, 


+ 


The accompanying notes are an integral part of these financial statements. 


1977 19 76 

638,554) $463, 20,230 
AOS B57 7,020,869 
UD) Bip O)C2 8) Lape On 2op 
WE ee O}S il Gt 055 
741,265 An's So2, 425 


1977 1976 
589,090 $30,505,215 
837,562 663, 293 
223,816 659 ,943 
Bl BOE 31,931 
681,792 31,860,382 
(79,254) (7 OWL) 
IS ARE ah) (Wi Oly 7518) 
2 (90,865) 


449,997 $30,678,747 


a9 Lys 
% st) (SVOe xt cee, f 


be nt £38, 07%, by Bernas vie | tise: 
Rosy i908 daoretal eet ¢ 
. (s “ret gen tae i, Heol borvsteb beattzoms 


Fulew reoan beaado 


ee €@@es © © 68 644 ee ee ae oe a 


_ 
| I 7 Pe 8077, 1) ease etcemtceval Soh 
266 68 ©9 ©OO@ @€6 6 @@e ©@ © 


te : 


075.967, 370 3.1.9 emaont fas 


277, t52 Ae OFF 


Ssmoonh Sms 
22),8ib al Dae, otrangeas vat 46 afeg * 
fi, #4 PS t : umosat LB 
36 481, “82 [ gAu 492 
i S04) } vr gi) 


everegxe avbya: rain: 
CS eroly. baavasbios toe tbésot* borqatsh to one : 
{i .ef04) ¢nemtautis se65+68704 ifzoq Bav% yoags 


se OO ee ee © 8 © soe oe ee we 


(3,221 9951.) tb,ta1 


ey 


STATE OF MONTANA BOARD OF INVESTMENTS 


ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


STATEMENTS OF CHANGES IN INVESTMENTS MANAGED 
FOR THE YEARS ENDED JUNE 30, 1977 AND 1976 


OM 19'76 
NET INVESTMENTS MANAGED BEGINNING OF YEAR SAU gO Sey nee DAL iO 1a eeu 
Net investment income 3D 449 ,99'7 SHOWS ores 
Income remitted to agencies (33RS es), 577) (29,559,896) 
Accrued income transferred 9,648 = 
Increase in income receivable VATA AOS IE du alsy (oi) al 
Interest purchased during the year AS) Pa YES) B27 nO: 
Interest purchased collected during the year (299,743) (ZO 54S) 
Increase (decrease) in interest purchased (7, O22.) 51(0) Soya 
Net bond swap losses incurred during the year WD SID LAO Orga 
Net amortization of deferred bond swap losses (Tl 25 o/s) (aL OS. WOE) 
Increase (decrease) in net unamortized deferred 
losses on bond swaps (iy O'76,.9'42)) 126,283 
Increase in book value by net amortization of 
discounts and premiums WIZE ILS 7105 , 899 
Securities transferred - SHSiIL 5 BIL SI 
Securities purchased ORB On mae SEO onion Se 
Securities sold and matured (SyS44, 984.772) (Dp Ae OA a) 
Increase in carrying value of securities purchased WES 5 HO 5 SLO) bi] OusOm nea 
NET INVESTMENTS MANAGED END OF YEAR Go517 ql, 2OD $477,832,425 


The accompanying notes are an integral part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


NOTES TO FINANCIAL STATEMENTS 


UNE SOF U7 


HISTORY AND ORGANIZATION: 


The State of Montana Board of Investments (the Board) was 
ereated by an act of the Legislature to invest and manage 
the State of Montana's investment funds on a centralized 
basis. The investments and the income therefrom are owned 
by various State of Montana agency funds and managed on 
their behalf by the Board. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 
Investments 


Investments, except mortgages, are presented in the statement 
of investments managed at original cost adjusted for discount 
and premium amortization where applicable. Mortgages are 
presented in the statement of investments managed at par 
value. Mortgage discounts are recorded in the accounting 
records of the applicable administrating agencies. Un- 
realized market gains on investments were $18,950,552 in 
LOZ, and $9, WO, 207) sin d976.. 


Premiums and discounts are amortized using the straightline 
method over the life of the securities. An average life 
of eight years is used for amortization of mortgage discounts. 


Bond Swaps 


Bond swaps involve trading one security for another security 
having the same par value for the purpose of enhancing 
portfolio content and/or yield. The Board defers gains 
and losses resulting from bond swaps and amortizes such 
gains and losses over the shorter of either the remaining 
life of the bonds sold or the bond purchased for replacement. 
As shown in the accompanying financial statements at 
June 30, 1977 and 1976, the accumulated net unamortized 
deferred losses on bond swaps aggregated $6,453,323 in 1977, 
and ini oSO0, Zoo un O76. ihe net amortazation of the deterred 
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3. INVESTMENTS NOT CONTROLLED: 


Mortgages, buildings, and land are not under direct control 
of the Board, although the costs of these assets are included 
in managed investments. The agencies administering these 
assets maintain control and provide the Board with the 
necessary financial information. Rental income from these 
buildings is included in the statement of investment income; 
however, occupancy and deprecation charges are recorded by 
the respective funds owning the buildings and are not included 
in the statement of investment income. The Employment Security 
Trust Fund Account in the amount of $5,604,568, is not controlled 
nor included in managed investments by the Board due to Federal 
Tesi Cita Onis! 


4. TRUST AND LEGACY FUND PORTFOLIO COST ADJUSTMENT: 


The accounting for the amortization of a portfolio cost 
adjustment previously recorded in the Board's financial 
statements is now being performed by the Department of State 
Lands. This change has no significant effect on the Board's 
financial statements. 
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ARTHUR ANDERSEN & Co. 


BotseE, IDAHO 


To the Legislative Audit Committee 
of the Montana State Legislature: 


We have examined the statement of investments 
managed of the State of Montana Board of Investments, Short- 
Term Investment Pool as of June 30, 1977, and the related 
statements of investment income and distributions and changes 
in investments managed for the year then ended. Our examination 
was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered 
necessary in the circumstances. The financial statements of 
the State of Montana Board of Investments, Short-Term Investment 
Pool for the year ended June 30, 1976, which are presented 
for comparative purposes, were not examined by us; they were 
examined and reported on by other public accountants. Their 
opinion on such financial statements included in their 
report dated November 30, 1976, was qualified because "the 
Board of Investments! accounting personnel made certain 
prior period adjustments in the current year (1976) resulting 
in the restatement of the financial statements for 1975 and 
ROA: 


In our opinion, the accompanying financial statements 
present fairly the investments managed of the State of 
Montana Board of Investments, Short-Term Investment Pool, as 
of June 30, 1977, and its investment income and distributions 
and the changes in its investments managed for the year then 
ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 


Our examination has been made primarily for the 
purpose of forming the opinion stated in the preceding 
paragraph. The portfolio information contained in Appendix A 
of this report, although not considered necessary for a fair 
presentation of investments managed, investment income and 
distributions and changes in investments managed, is presented 
as supplementary information and has been subjected to the 
audit procedures applied in the examination of the basic 
financial statements. In our opinion, the portfolio information 
is fairly stated in all material respects in relation to the 
basic financial statements, taken as a whole. 


ARTHUR ANDERSEN & CO. 
Boise, Idaho, 


September 28, 1977. 


- mes ge a ge we 


z 

4stiafeceut Yo dsnedens w ey ee 
Jie¢" .Wtusepsagea!] Ja Diewd wanes rte arest ede nd 
hegelun at? ane Pei .OF amt to pm 16h% Johoeeueaya 
beqtste Guy er) pr bese Eas “smgedl pigePades) Ae- ; 
iu f?anlesye vl” .20fre Gat? Ves" GAP £49 Soydaee af . 
git iidé Bopteage eh Peesaey Erle oudehs) Sun ale 
Gunes Gace o-if We ahart aur Cetatref gtyathquees. pane (ae : 
Aerealeuas ae ae 9 etPRee — ais ihaa 2eygs A2ve Bee, 


> : 


ee 4 ine ip : Lalo: ore s , 29 an gd pen (6 w2 | f 
(imesvert] euetT-ryend. ,4nuess “wa. * "4:4 ime ingm Je 6 .-3 
> 
Pe) waza oe Bette , 5 ft eet B4kge a¢ oft sOEy 
orev <> ® jeu. 4¢ » @ nage  Siee Vio arr rv Dt ets 
=a Gf a6.% wie »f y * » g “OF live Lo 
‘ 2. 5 Bibs s tees s ® 8 on 
“hd cee ned) Fy p £4@s 7” : Lal ath» 
6% i ae . * at iR- ¢ e <6 ‘~ 
® . 9 + ge p ? 9 1 '¢ iu4@ 
, i ¢ 4% a : - Ce ee 
* ofa Te 
‘ ia’ 
«a s od 
er ' 
e% 
i] ‘ 
hia ne ;e ? 
= 
bs 
‘ 
: y | i 
i é 
J , 2s > 
'> : 3 Ios } 
! 6 ? 
or =| 
2» [ 5 a 
* ; 
7 3 é e 
S 4 
ifent 
a | vc 
i) 
t 


STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 


STATEMENTS OF INVESTMENTS MANAGED 
JUNE 30, 1977 AND 1976 


LOT 1976 

Cash $ Me SOG. 8 28,929 
Interest receivable Pye aAltonl Seale 7/ 23067, 026 
Investments managed at market (cost of 

ShOD, O07,735 and $1163,805,,005, 

respectively) (Note 2) 167,481,198 165 , O46; 233 

Total assets 169,654,809 LOMO eo O 
Accrued expenses (172281017) (19,808) 

Value of units L698 6377 0102 LOW, Lae 
Income due participants (958,692) (2 ,OGi, 3119 ) 

Net asset value $168,678,310 $166,086,163 
Units outstanding 164,699 LEBRe CO 
Unit value $ 1029796 3 en, Oa eS: 


The accompanying notes are an integral 
part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 


STATEMENTS OF INVESTMENT INCOME AND DISTRIBUTIONS 


FOR THE YEARS ENDED JUNE 30, 1977 AND 1976 


USM LOO 
Interest income SL 202,634 "SLO 7972706 
Realized gain (loss) on sale of investments 178,618 (121665) 
Income before administrative expenses ii osl 252 INO) eile OVAL 
Administrative expenses (Note 2) (214,899) (191,006) 
Net income L14'66,353 10,640,035 
Income purchased by participants Woe OW IE OIL? SUAS) 
Income due participants, beginning of year LOGIG2a9 1; O02, O70: 
Income available for distribution LBB Ole Sl9 13,296,629 
Income distributed on units sold (Note 2) 51965 889 959,679 
November distribution (Note 2) 5,916,930 5,264,486 
May distribution (Note 2) 5,629,368 5, 9734280 
Total distributions 12,743,187 12,197-506 
Income due participants, end of year $ 956,092 3 1,062.39 


The accompanying notes are an integral 
part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 


STATEMENTS OF CHANGES IN INVESTMENTS MANAGED 


FOR THE YEARS ENDED JUNE 30, 1977 AND 1976 


ESAT. 1976 
Net asset value, beginning of year S166, 086,163 $134, N65. 133 
Units purchased by participants B92, aS 86,947,935 
Increase in unrealized appreciation 
on investments Lj 202, 234 883,578 
Units sold by participants (770,003,045) “(57910639 
Net asset value, end of year $168,678, 310 ~$166,086,163 


The accompanying notes are an integral 
part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


MEMORANDUM OF SUGGESTED IMPROVEMENTS 
IN ACCOUNTING PROCEDURES AND SYSTEM OF INTERNAL CONTROL 


SEPTEMBER 1977 


Legislative Audit Committee 
Montana State Legislature 


Gentlemen: 


The accompanying memorandum includes suggestions 
for improvement of accounting procedures and internal accounting 
eontrol measures that came to our attention as a result of 
our examination of the financial statements of the investments 
managed by the State of Montana Board of Investments (the 
Board) for the year ended June 30, 1977. The matters discussed 
herein were considered by us during our examination and they 
do not modify the opinions expressed in our auditors' reports 
dated September 28, 1977, on such financial statements. 


In accordance with generally accepted auditing 
standards, we performed a review and evaluation of existing 
internal accounting controls for the purpose of providing a 
basis for reliance thereon in determining the nature, 
timing and extent of the audit tests applied in connection 
with our examination of the Board's 1977 financial statements. 
While certain matters which came to our attention during the 
review are presented in the accompanying memorandum for the 
consideration of management, such a review was not designed 
for the purpose of making detailed recommendations and would 
not necessarily disclose all weaknesses in the existing 
system. 


The accompanying memorandum also includes comments 
and suggestions with respect to other financial and administrative 
matters which came to our attention during the course of our 
examination of the financial statements. These matters are 
offered as constructive suggestions for the consideration of 
Management as part of the ongoing process of modifying and 
improving accounting, control and other financial and administrative 
practices and procedures. 


Very truly yours, 


ARTHUR ANDERSEN & CO. 
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Financial 
Statements The Board's annual report contains a 


considerable volume of supplementary information. 
The value of this information is questionable for many 
financial statement readers, especially those without a 


detailed accounting background. 


An organization's annual report represents a 
summarization of a year's activity. As such, the report 
should be as informative, concise and meaningful as possible 
for both management and outside parties. The following 
eriteria should be considered in the evaluation of an annual 
report: 

dap Do the financial statements and supporting 

information clearly present all required information? 

Pas Is all nonrequired information presented in 

a clear, logical format easily understood by other than 
an accounting oriented financial statement user? 

Be Is the annual report as concise as is desirable? 

Ave Do all of the nonrequired supporting schedules 

continue to benefit the financial statement reader on a 
year by year basis? 


We recommend that the Board consider possible 


changes in subsequent annual reports given these criteria. 


Agency Reply: Concur 
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Annual Audit Presently, the Audit Committee of the 

Montana State Legislature selects auditors 
on an annual basis based generally on the lowest bid submitted. 
Consequently, the same accounting firm rarely performs an 


audit more than one year. 


The Board should consider the benefits derived 
from negotiating a three or more year bid contract with an 
audit firm. A longer term contract, containing a protective 
provision allowing dismissal for unsatisfactory performance, 
would result in experience benefits such as improved recommendations 
on procedures and financial statement presentation due to 
familiarity with the Board operations, time saving for Board 
personnel in explaining operations and records to auditors 
and reduced contract fees reflecting audit personnel time 


Savings gained from previous exposure to Board operations. 


Agency Reply: Concur 

Mortgage 

Accounting The accounting for mortgages is performed 
almost entirely by the respective servicing 

agency. Agency reports are tested and reviewed by the 

investing fund. The Board merely records the accounting 


information. 


The Board is currently discussing the feasibility 


of controlling the mortgage accounting functions and using 
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the computerized management system being developed by the 
State of Montana Board of Housing to maintain the necessary 


accounting records. 


We recommend the Board begin assuming the accounting 
and control functions relating to mortgages and in addition, 


we encourage adoption of an appropriate automated system. 


Agency Reply: Concur 


Responsibility for 
Buildings and Land The investments managed by the 


Board, as reported in the financial 
statements, include buildings and land for the Public 
Employees and Teachers retirement funds. The management of 
this type of asset and other assets of the various funds is 


beyond the present scope of the Board. 


We recommend a review be made of all assets of the 
various funds to determine whether the managerial responsibility 
should be with the Board or with the fund that owns the 
specific assets. All assets for which the Board is responsible 
should be reported in the financial statements, but not 


assets over which they can exercise no investment control. 


Agency Reply: Concur 
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Automation of the 
Short-Term Investment Pool All bookkeeping for the 


Short-Term Investment Pool 
participants' accounts, undistributed income (daily accrual), 
market value, ete. is performed manually. Many of these 
duties are repetitive and, as such, could be adapted to an 


automated system. 


The Board is currently in the preliminary stages 
of developing an automated system. We recommend that the 
Board continue to strive for early implementation of the 


automated system. 


Agency Reply: Concur 


Physical Examination 
of Mortgages During our examination of mortgages 


= and supporting documentation purchased 
by the Board and held by the mortgage agency, we noted the 
following items, details of which we have previously furnished 
to the Board: 
1. Four instances in which the investments were 
not in compliance with the criteria for permissable 
investments as established in Montana Code Section 79- 
BOGE )( 1). 
2. One case where the compliance with Section 79- 


310(f)(i) could not be established as no loan appraisal 
eould be found. 
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3. One mortgage which remained partially unsupported 
as no mortgage note was available for examination. 


4. Two instances in which the Assignment of the 

mortgage had been misfiled or lost. 

We recommend that the Board inform the agencies of 
their concern relating to mortgage files and accounting 
records. Also, the Board should investigate the specific 
cases in which they are not in compliance with code section 
79-310(f)(i) relating to permissable investments and resolve 


the noncompliance. 


Agency Reply: Concur 


=BOe 


AoLfoes #09 detw sanaliqnos ct fon ots Ysde Kotte fs 
orlouen Sue scacasnrend oitacateneg oi ual el * tf} bi 


. ‘s “ii 


ae 


STATE OF MONTANA BOARD OF INVESTMENTS 


PRIOR YEAR RECOMMENDATIONS 


The State of Montana Board of Investments (Board) 
is in substantial compliance or is in the process of complying 
with the recommendations discussed in the 1976 audit report. 
Following is a brief discussion of the 1976 recommendations 


which have not been fully implemented. 


Servicing and Accounting for Montana Mortgage Loans Purchased 


(Page ll of June 30, 1976 audit report) 


The Board is in the process of assuming the accounting 
and control for mortgages purchased. The State of Montana 
Board of Housing is implementing an automated system for 
mortgage accounting. It is contemplated that the Board will 
use the Board of Housing's system for their (Board's) mortgage 


application. 


Short-Term Investment Pool Records (Page 15 of June 30, 1976, 
audit report) 


The Board is currently in the preliminary stages 
of developing an automated system for STIP accounting. The 
system should be in operation sometime during the current 


year. 
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PORTFOLIO OF INVESTMENTS MANAGED 


JUNE 30, 1977 


(Prepared by the State of Montana Board of Investments ) 
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